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Description 

METHOD AND SYSTEM TO MANAGE A 
CREDIT PORTFOLIO AND TO TRIGGER 

CREDIT ACTIONS 

Background of Invention 

[0001] The present invention relates to monitoring and managing 
loans made to creditors and more particularly to a method 
and system to monitor and manage a credit portfolio or 
loans to creditors or clients and to trigger credit actions if 
warranted. 

[0002] when a creditor goes bankrupt, a default on payment of 
the creditor's loan to a lending institution, bank or the 
like, may cost such lending institution a considerable 
amount of money in charge-offs. The lending institution 
may have several ways to detect credit deterioration at its 
disposal. However, these tools may be inefficient or may 
not be optimally utilized. For example, there may not be 
existing means for combining these tools, measures or 
signals to generate a cohesive credit-risk view of the 



creditor. Different measures may provide conflicting or 
inaccurate information. Additionally, the lending institu- 
tion may not react appropriately to the signs of credit de- 
terioration or that a creditor may be in trouble or getting 
into trouble financial and headed for bankruptcy. A delay 
in properly reacting to such signs of deterioration and re- 
acting inappropriately may result in irreversible and ad- 
verse financial or economic results to the creditor and the 

lending institution. 
Summary of Invention 

[0003] | n accordance with an embodiment of the present inven- 
tion, a method to manage a credit portfolio and to trigger 
credit actions may include determining a quantity of trig- 
gers flagged or activated for a selected creditor. The 
method may also include establishing an action plan in 
response to the quantity of flagged or activated triggers 
being greater than a predetermined number. 

[0004] | n accordance with another embodiment of the present in- 
vention, a method to manage a credit portfolio and to 
trigger credit actions may include generating a series of 
inquiries and determining a quantity of triggers flagged or 
activated based on responses to the series of inquiries for 
a selected creditor. The method may also include estab- 



lishing an action plan in response to the quantity of 
flagged or activated triggers being greater than a prede- 
termined number. 

[0005] | n accordance with another embodiment of the present in- 
vention, a system to manage a credit portfolio and to trig- 
ger credit actions may include a processor and at least 
one trigger. The system may also include a credit action 
trigger program operable on the processor to generate a 
series of inquiries and to determine a quantity of the at 
least one trigger being flagged or activated based on re- 
sponses to the series of inquiries for a selected creditor. 

[0006] | n accordance with another embodiment of the present in- 
vention, a method of making a system to manage a credit 
portfolio and to trigger credit actions may include provid- 
ing a processor and providing at least one trigger. The 
method may also include providing a credit action trigger 
program operable on the processor to generate a series of 
inquiries and to determine a quantity of the at least one 
trigger being flagged or activated based on responses to 
the series of inquiries for a selected creditor. 

[0007] in accordance with another embodiment of the present in- 
vention, a computer-readable medium having computer- 
executable instructions performs a method that may in- 



elude generating a series of inquiries and determining a 
quantity of triggers flagged or activated based on re- 
sponses to the series of inquiries for a selected creditor. 
The method may also include establishing an action plan 
in response to the quantity of flagged or activated triggers 

being greater than a predetermined number. 
Brief Description of Drawings 

[0008] Figures 1A and IB (collectively Figure 1) are a flow chart 
of a method to manage a portfolio of creditors and to 
trigger credit actions in accordance with an embodiment 
of the present invention. 

[0009] Figure 2 is an example of a system to manage a portfolio 

of creditors and to trigger credit actions in accordance 

with an embodiment of the present invention. 
Detailed Description 

[0010] The following detailed description of preferred embodi- 
ments refers to the accompanying drawings which illus- 
trate specific embodiments of the invention. Other em- 
bodiments having different structures and operations do 
not depart from the scope of the present invention. 

[0011] Figures 1A and IB (collectively Figure 1) are a flow chart 
of a method 100 to manage a portfolio of creditors and to 



trigger credit actions in accordance with an embodiment 
of the present invention. In block 102, the portfolio may 
be reviewed periodically to determine if there are any sta- 
tus indicators for any creditors or clients in the portfolio. 
An example of a status indicator may include comparing 
predetermined models to each of the creditors. One type 
of model may be a market-based model using information 
from Capital Markets to estimate expectations about how 
a creditor may behave in the future. Several of these mar- 
ket-based models may be referred to as Merton Models 
after Robert Merton, the developer of the concept. An ex- 
ample of a widely used Merton model is a KealHoufer, Mc- 
Quown, and Vasicek (KMV) model. KMV utilizes the stock 
price of firms to calculate the asset volatility, which may 
be an input into the Merton Model. Market-based models 
are essentially "top-down" approaches to measure credit 
risk. Another type of model that may be used is a funda- 
mental-based model. Fundamental-based models may 
utilize financial statements and certain quantitative infor- 
mation to measure credit risk of a firm or company. 
[0012] other examples of status indicators may include market- 
related indicators, economic and industry related indica- 
tors. Economic and industry indicators may act as early- 



warning indicators or alarms of credit deterioration. Entire 
industries can migrate to a higher risk and more creditors 
in an industry can become susceptible to default depend- 
ing upon how the whole industry may be faring. Economic 
indicators may be similar to or related to business cycles 
and can severely impact a company's ability to weather 
through such cycles and meet its financial obligations. 

[0013] Another indicator or indicators may include subjective cri- 
teria or factors related to the creditor. For example, has 
the company or creditor began taking larger risks by 
moving to or relying on a more risky segment of their 
business, is the company's business model defective or 
broken or are they moving away from their business 
model for one reason or another. 

[0014] Further indicators may include a recent event that is im- 
pacting the creditor or a change in the behavior, nature or 
demeanor of the creditor's management. Such events may 
include a market crash, terrorist attack, change in senior 
management, loss of key personal and the like. 

[0015] |f no indicators are present in block 104 from the periodic 
review in block 102, no action may be taken by the port- 
folio manager in block 106. If an indicator is present for a 
selected creditor in block 104, the method 100 may ad- 



vance to block 108. In block 108, a series of inquiries may 
be generated. The inquiries may be a series of questions 
to which a portfolio manager may respond. The inquiries 
may be designed to elicit specific information related to 
the creditor and may be related to similar topics as the in- 
dicators discussed above. For example, the inquiries may 
elicit specific information about the creditor related to 
market, industry and economic conditions; subjective cri- 
teria related to the creditor; occurrence of an event affect- 
ing the selected creditor; management behavior or de- 
meanor of the creditor; model-based factors or similar in- 
formation related to the creditor. The user or credit port- 
folio manager may respond to the inquiries. The inquiries 
may be received by the system or method 100 in block 
110. 

[0016] | n block 112, the method 100 may determine a quantity 
or number of triggers flagged or activated based on the 
responses by the user or portfolio manager to the series 
of inquiries for the selected creditor. The triggers may 
also be similar or related to the indicators. Examples of 
categories of triggers may include model-based triggers, 
market related triggers, subjective triggers, industry/ 
economic triggers, event impact related triggers, corpo- 



rate management behavior triggers or the like. One exam- 
ple of a model-based trigger may be any change in a 
Standard and Poor's (S&P) bond rating for the selected 
creditor by a predetermined number of grades or the like. 
Another example of a model-based trigger may be any 
change in a Moody's rating for the selected creditor by a 
predetermined number of grades or similar a change in 
any similar financial rating or measurement. One example 
of a market trigger may be any change in a Credit Default 
Swap spread or similar measure by a predetermined num- 
ber of basis points in a predetermined time period. An- 
other market based trigger may any change in the bond 
spread for the selected creditor by a predetermined num- 
ber of basis points in a predetermined time period or any 
change in a similar financial measure of credit worthiness. 
An example of a subjective trigger may be whether the 
company's or creditor's business model is defective or 
broken, and an example of a industry/economic trigger 
may be if the company is in a industry that is experiencing 
a downturn. An example of an event trigger may be if the 
company has been sued or lost a suit, come under inves- 
tigation by a governmental agency or suffered some other 
adverse occurrence with economic or financial conse- 



quences. An example of a behavioral trigger may be a na- 
ture or demeanor of the creditor's management or what 
has been the response of the corporate management to 
similar situations in the past. 
[0017] | n block 114, a determination may be made as to the 

number or quantity of triggers that have been flagged or 
activated by the responses to the inquiries. If the quantity 
of flags is less than a predetermined number (x) of flags 
in block 114, then no action may be taken in block 116. If 
the quantity of flags or active triggers is equal to the pre- 
determined number (x) of flags in block 114, the selected 
creditor may be monitored more closely in block 118. If 
the quantity of flags or active triggers is greater than the 
predetermined number (x) of flags in block 114, then a 
decision may be made in block 120 if a key risk review 
should be performed or conducted. A decision may be 
made to conduct a key risk review in block 120 if the 
creditor represents a significant level of exposure or loss 
in the event the creditor were to go into bankruptcy or re- 
ceivership. If a key risk review is determined to be war- 
ranted in block 120, the method 100 may advance to 
block 122 where the review may be conducted. Methods, 
actions or means to reduce exposure or loss may be dis- 



cussed and decided upon in the key risk review 122. For 
example a decision may be made to hedge in secondary 
markets to offset any potential losses. In block 124, the 
actions decided upon in the review 122 may be imple- 
mented or performs. The method 100 may advance from 
block 124 to block 118 where the results of the actions 
may be monitored for improvements. 
[0018] if a decision is made in block 120 that a key risk review is 
not needed, the method 100 may advance to block 126. In 
block 126, an exposure review may be performed within a 
predetermined time period to determine how much is at 
stake if the debt becomes uncollectable or partially uncol- 
lectable. In block 128, a credit action trigger (CAT) plan 
may be established. The CAT plan may differ from one 
creditor to another and under different underlying cir- 
cumstances. The CAT plan may take into account infor- 
mation about the creditor's different facilities, subsidiaries 
or the like to which loans have been extended. The CAT 
plan may also consider the size of the loans, any collateral 
securing such loans, balances due, ways to reduce expo- 
sure, availability of secondary markets, hedging and the 
like. Hedging in secondary markets may include purchas- 
ing a security instrument to reduce the effective exposure. 



Another example of hedging may be to enter into a credit 
default swap contract or the like. The CAT plan may docu- 
ment specific detailed actions to be taken and timing 
when these actions are to be taken. 

[0019] | n block 130 any actions needed to carry out the CAT plan 
may be determined. If actions are to be performed, such 
as purchasing a security instrument, entering into a credit 
default swap contract or the like, the actions may be car- 
ried out or performed in block in block 132. Whether no 
action is determined to be needed in block 130 or what- 
ever actions are needed are performed in block 132, the 
method 100 may advance or return to block 118 where 
the creditor is closely monitored to determine any 
changes in status and the results of any actions. 

[0020] Figure 2 is an example of a system 200 to manage a port- 
folio of creditors and to trigger credit actions in accor- 
dance with an embodiment of the present invention. Ele- 
ments of the method 100 of Figure 1 may be embodied in 
the system 200. The system 200 may include a server or 
processor 202. A credit action trigger (CAT) program 204 
may operate or run on the processor 202. The CAT pro- 
gram 204 may embody or contain elements of the method 
100 of Figure 1. The CAT program 204 may include com- 



puter-readable or computer-executable instructions to 
generate and transmit to one or more users 206 a series 
of inquiries 212. The CAT program may also include com- 
puter-readable or computer-executable instructions to 
determine a quantity or number of triggers 208 that may 
be flagged or activated based on responses by the user 
206 or portfolio manager to the series of inquiries for a 
selected creditor. The inquiries and triggers may be simi- 
lar to those previously described with respect to the 
method 100 of Figure 1. The system 200 may also include 
a memory system 210. The memory system 210 may 
store the inquiries 212 or these may be included as part 
of the CAT program 204. The memory system 210 may 
also store the CAT program 204 and triggers 208. 
[0021] The CAT program 204 may be accessed by a user 206 via 
a web type browser 214 or the like. The browser 214 may 
operate on a processor 216. The browser 214 may access 
the CAT program via a communication network 218 or 
medium. The communication network 218 or medium 
may be any communication system including byway of 
example, dedicated communication lines, telephone net- 
works, wireless data transmission systems, two-way cable 
systems, customized computer networks, interactive kiosk 



networks, the Internet or the like. The communication 
system or medium 218 may also be or form part of a 
communication channel, memory or similar devices. 

[0022] Each user terminal 206 may include input devices 220 and 
output devices 222 (either of which may also be a combi- 
nation input and output device) to facilitate responding to 
the series of inquiries and to control operation of the 
method 100. Input device or devices 220 may include a 
keyboard, pointing device, voice recognition system or the 
like. The input device or devices 220 may also include op- 
tical, magnetic, infrared or radio frequency input devices 
or combination input/output devices, such as disk drives 
or the like. The input devices 220 may receive read or 
download software, computer-executable or readable in- 
structions or the like, such as software 224 that may em- 
body elements of the method 100. The software 224 may 
be downloaded from a communication network, system or 
medium, such as network or medium 218. 

[0023] The output device or devices 222 may include a display or 
monitor, printer, audio system or the like to present the 
series of inquiries or other information produced by the 
method 100 of Figure 1 to the user 206 or portfolio man- 
ager. The output devices 222 may also be coupled to a 



communication system, network or medium, such as the 
network or medium 218. 

[0024] The system 200 may also include a data source 226 that 
may contain data or other information needed by the CAT 
program 204 to determine if any of the triggers 208 are 
flagged or activated. For example, the data source 226 
may include S&P bond ratings, Moody's ratings and other 
financial data about the selected creditor, the industry and 
the economy. The data source 226 may be part of the 
system 200 or a separate element. The data source 226 
may be accessed via the communication network 218. 

[0025] Elements of the present invention, such as method 100 of 
Figures 1 or the CAT program 204 of Figure 2 may be 
embodied in hardware and/or software as a computer 
program code that may include firmware, resident soft- 
ware, microcode or the like. Additionally, elements of the 
invention may take the form of a computer program prod- 
uct on a computer-usable or computer-readable storage 
medium having computer-usable or computer-readable 
program code embodied in the medium for use by or in 
connection with a system, such as system 200 of Figure 2. 
Examples of such a medium may be illustrated in Figure 2 
as input devices 220 or network 218. A computer-usable 



or readable medium may be any medium that may con- 
tain, store, communicate or transport the program for use 
by or in connection with a system, such as system 200. 
The medium, for example, may be an electronic, mag- 
netic, optical, electromagnetic, infrared or semiconductor 
system or the like. The medium may also be simply a 
stream of information being retrieved when the computer 
program product is "downloaded" through a network, 
such as network 218, the Internet or the like. The com- 
puter-usable or readable medium could also be paper or 
another suitable medium upon which the program may be 
printed. 

[0026] Although specific embodiments have been illustrated and 
described herein, those of ordinary skill in the art appre- 
ciate that any arrangement which is calculated to achieve 
the same purpose may be substituted for the specific em- 
bodiments shown and that the invention has other appli- 
cations in other environments. This application is in- 
tended to cover any adaptations or variations of the 
present invention. The following claims are in no way in- 
tended to limit the scope of the invention to the specific 
embodiments described herein. 



